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OATH OR AFFIRMATION

ANDREW KOWALCYZK swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
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of
DECEMBER 31ST 2012 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows
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HERTZ HERSON COMPANYLLP
477MadisonAvenue

NewYork NY 10022

Certified Public Accountants
212.686.7160

AUDITORS REPORT

To the Member of

AK Capital LLC

445 Park Avenue 9th Floor

New York NY 10022

Report on the Financial Statement

We have audited the accompanying statement of financial condition of AK Capital LLC as of

December 31 2012 that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of

1934 and the related notes to the financial statement

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of the financial statement that is free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit We conducted

our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether

the financial statement is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or error

In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statement in order to design audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we express no such opinion An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of significant

accounting estimates made by management as well as evaluating the overall presentation of the

financial statement

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for

our audit opinion



Opinion

In our opinion the financial statement referred to in the preceding page presents fairly in all material

respects the financial position of AK Capital LLC as of December 31 2012 in accordance with

accounting principles generally accepted in the United States of America

Cw Ctd/
New York New York

February 26 2013

HERTZ HERSON COMPANY LLP



AK CAPITAL LLC

STATEMENT OF FINANCIAL CONDITION

AS AT DECEMBER 31 2012

ASSETS

Cash 40910

Securities owned at fair value Notes and 33594599

Interest receivable from clearing broker Note 232510

Deposit with clearing broker Note 112925

Employee loan receivable Note 350000

Property and equipment net Note 37308

Other assets 85050

TOTAL ASSETS 34453302

LIABILITIES AND MEMBERS EQUITY

Liabilities

Due to clearing broker Note 25647231

Accrued expenses and other liabilities 866511

Total Liabilities
26513742

Commitments and contingencies Notes and

Members equity
7939560

TOTAL LIABILITIES AND MEMBERS EQUITY 34453302

The accompanying notes are an integral part
of the financial

statement and should be read in conjunction therewith



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENT
AS AT DECEMBER 31 2012

Nature of Operations and Capitalization of the Company

AK Capital LLC AKC or the Company wholly-owned subsidiary of KME Holdings LLC the

Member or Parent was organized on November 1998 in the State of New York as limited

liability company whose operating agreement expires December 2028 AKC is registered with the

Securities and Exchange Commission SECand the Financial Industry Regulatory Authority Inc

as broker-dealer and is exempt from Rule 15c3-3 of the Securities Exchange Act of 1934

The Company trades securities with the intention to aggregate pools or securities to trade to customer

accounts and third parties

In the prior year the financial statements included the accounts of AKC and its wholly-owned

subsidiaries Dayton Hancock Waltman Securities Inc and AKC Structured Finance LLC both of

which were inactive During the year ended December 31 2012 these wholly-owned subsidiaries were

dissolved

Note Summary of Significant Accounting Policies

Use of Estimates

The preparation of the financial statement in conformity with U.S generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported amounts of

assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statement Actual results could differ from those estimates

Securities Transactions

Proprietary securities transactions are recorded on the trade date basis as if they had settled Amounts

receivable and payable for securities transactions that have not reached their contractual settlement date

are recorded net and included in due to clearing broker on the statement of financial condition

Securities are recorded at fair value in accordance with Financial Accounting Standards Board

Accounting Standards Codification 820 FASB ASC 820 Fair Value Measurements and Disclosures

Financial Instruments

The Companys financial instruments which consist of securities owned interest receivable from

clearing broker deposit with clearing broker due to clearing broker and accrued expenses and other

liabilities are reported in the statement of financial condition at fair values or at carrying amounts that

approximate their fair values based on their short-term nature

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENT
AS AT DECEMBER 31 2012

Continued

Note Summary of Significant Accounting Policies Continued

Concentrations of Credit Risk

Uninsured Cash Balances

The Company maintains cash balances at financial institutions which are insured in the aggregate by

the Federal Deposit Insurance Corporation FDIC for up to $250000 Effective December 31 2010

the FDIC amended its deposit insurance regulations to provide for unlimited deposit insurance of non-

interest bearing transaction deposit accounts through December 31 2012 There were no cash balances

in excess of insured amounts as at December 31 2012

Credit Risk

In the normal course of business the Company is exposed to risk of loss from the inability of brokers

and dealers and financial institutions to pay for purchases or to deliver the financial instruments sold in

which case the Company would have to sell or purchase the financial instruments at prevailing market

prices However the Company mitigates risk by dealing primarily with large U.S financial institutions

and through reporting and control procedures

Subsequent Events

The Company evaluates events and transactions occurring subsequent to the date of the financial

statement for matters requiring recognition or disclosure in the financial statement The accompanying

financial statement considers events through February 26 2013 the date on which the financial

statement was available to be issued

Note Fair Value Measurements

FASB ASC 820 defines fair value establishes framework for measuring fair value and establishes

fair value hierarchy which prioritizes the inputs to valuation techniques Fair value is the price that

would be received to sell an asset or paid to transfer liability in an orderly transaction between market

participants at the measurement date fair value measurement assumes that the transaction to sell the

asset or transfer the liability occurs in the principal market for the asset or liability or in the absence of

principal market the most advantageous market Valuation techniques that are consistent with the

market income or cost approach as specified by FASB ASC 820 are used to measure fair value



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENT

AS AT DECEMBER 31 2012

ntinued

Note Fair Value Measurements Continufl

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into

three broad levels

Level Inputs are quoted prices unadjusted in active markets for identical assets or liabilities the

Company has the ability to access

Level Inputs are inputs other than quoted prices included within level that are observable for the

asset or liability either directly or indirectly

Level These are unobservable inputs for the asset or liability and rely on managements own

assumptions about the assumptions that market participants would use in pricing the asset or

liability The unobservable inputs should be developed based on the best information available

in the circumstances and may include the Companys own data

The following table presents the Companys fair value hierarchy for those assets and liabilities

measured at fair value on recurring basis which were all classified as Level as of December 31

2012

Assets

Securities owned Level

Obligations of U.S government agencies 22272494

Obligations of foreign government agencies 3950000

Collateralized mortgage obligations 7372105

Total 33594599

Note Property and Equipment

Property and equipment are summarized as follows as at December 31 2012

Accumulated Net Book

Cost Depreciation Value

Computer and office equipment 84751 63740 21011

Furnishings
136851 120554 16297

Total 221602 184294 37308



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENT

AS AT DECEMBER 31 2012

Continued

Note Due to Clearing Broker

The Company has margin borrowings from its clearing broker which are collateralized by all securities

held in its proprietary trading accounts Interest on such margin borrowings was charged at the clearing

brokers internal cost of funds interest rate which was 1.26% as at December 31 2012 As at December

31 2012 such borrowings amounted to $25647231 and were fully collateralized by securities owned at

fair value of $33594599 plus accrued interest due from the clearing broker of $232510

Note Related Party Transactions

In January 2012 the Parent entered into an amended operating agreement whereby it accepted non-

equity Class member who is an employee of the Company As at December 31 2012 the Company

had advanced $350000 to this employee The advance which bears interest at 5.5% per annum is

payable on December 31 2013

Note Retirement Plan

The Company sponsors qualified defined contribution 40 1k profit sharing plan the Plan Subject

to certain limitations the Company may make matching contributions on the participants behalf of an

amount not to exceed 100% of the first 4% of the participants elective deferrals The Plan provides

generally for normal retirement at age 65

Note Income Taxes

The Company as wholly-owned subsidiary of the Parent is single member limited liability company

and as such under the provisions of the Internal Revenue Code and comparable state and local

regulations is not recognized as taxable entity and does not pay federal state or local income taxes on

its income Instead the Parent reports the Companys transactions of income on the Parents income tax

returns Accordingly no federal state or local income taxes have been provided

Note Off Balance Sheet Risk

Pursuant to clearing agreement the Company introduces all of its proprietary securities transactions to

its clearing broker on fully disclosed basis In accordance with the clearance agreement the Company

has agreed to indemnify the clearing broker for losses if any which the clearing broker may sustain

from carrying securities transactions introduced by the Company and in connection therewith the

Company must maintain deposit with the clearing broker which amounted to $112925 at December

31 2012

The Company enters into various off-balance sheet transactions involving mortgage-backed securities to

be announced TBAs These financial instruments are used to manage market risks and are therefore

subject to varying degrees of market and credit risks TBAs provide for the delayed delivery of the

underlying instrument The credit risk for TBAs is limited to the unrealized fair valuation gains or

losses recorded in the statement of financial condition As at December 31 2012 the unrealized fair

valuation losses recorded in the statement of financial condition are immaterial



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENT

AS AT DECEMBER31 2012

Continued

Note Off Balance Sheet Risk Continued

Market risk is substantially dependent upon the value of the underlying financial instruments and is

affected by market forces such as volatility and changes in interest rates

The Company seeks control of off-balance-sheet risk by monitoring the market value of securities held

in compliance with regulatory and internal guidelines and in dealing primarily with large U.S financial

institutions and through reporting and control procedures

Note Commitments and Contingencies

Operating Leases

The Company is obligated under an operating lease with an affiliate of the Parent for office space in

Deerfield Beach Florida at an annual rental of $26400 through January 31 2014 The Company is also

obligated under an operating lease agreement with an affiliate of the Parent for office space in Miami

Beach Florida at an annual rental of $90000 through May 31 2014 In July 2012 the Company

renewed an operating lease for its office space in New York City at an annual rental of $104100

through September 30 2014

Future annual minimum lease payments under these operating leases are approximately as follows

Years Ending December 31 Amount

2013 220000

2014 118000

Total 338000

Litigation

In December 2012 the Company was notified of two separate filings of Statement of Claim filed with

the FINRA Office of Dispute Resolution initiated by two former employees Both claims involve

commissions allegedly due to the former employees at the time of termination of employment and the

claimants are seeking damages of approximately $580000 The Company intends to vigorously defend

its position including the possible filing of counterclaims As at December 31 2012 the Company has

accrued an amount for less than the claims Any additional amount not otherwise included in the accrual

is not material to the financial statements

The Company is defendant in another Statement of Claim filed with the FINRA Office of Dispute

Resolution which states that the Company committed breach of contract related to certain trade

transactions with the claimant an unrelated broker-dealer The claimant is seeking damages of

approximately $270000 The Company denies the allegations and intends to vigorously defend its

position At this point management cannot reasonably predict the outcome of these proceedings or

estimate any possible amount of loss



AK CAPITAL LLC

NOTES TO FINANCIAL STATEMENI

ASAT DECEMBER 31 2012

ççtinued

Note Commitments and Contingencies Continued

Litigation Contincil

In December 2012 the Company submitted to FINRA Office of Dispute Resolution Statement of

Claim against three former associates alleging breach of contract and fraud The Company is seeking

an arbitration settlement for trading losses legal fees and punitive damages Currently management

cannot reasonably predict the outcome of these proceedings

Note Net Capital Req uirem

The Company is subject to the SEC Uniform Net Capital Rule 5c3-1 which requires the maintenance

of minimum net capital and requires that the ratio of aggregate indebtedness to net capital both as

defined shall not exceed 15 to

As at December 31 2012 the Company had net capital as defined of $5538838 which was

$5438838 in excess of its required net capital of $100000 The Companys ratio of aggregate

indebtedness to net capital was 0.15 to


